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BEFORE THi STATE BOARD OF EQUALI ZATI ON
OF THE STATE OF CALI FORNI A

In the Matter of the Appeal of )
UNI TED LINEN SUPPLY COVPANY )

Appear ances:
For Appel | ant: Joseph Haas, Attorney at Law
For Respondent: John S. Warren, Associate Tax
Counsel
OP1l NL ON
Thi s appeal is made pursuant to Section 25667 of the
Revenue and Taxation Code from the action of the Franchise

Tax Board in denying the protests of United Linen Supply
Cbnpan¥ to proposed assessments of additional franchise
or

t axes the tollowing years and in the followng anounts:
| ncome_vear ended Amount
March 31, 1941 $5,872.6L

" 1942 3,501.81
" 1943 7,292.73
" 1944 7,237.03
" 1945 4,663.58
" 1946 5,377.41
" 1947 5,784.29
" 1948 9,998.81
tt 1949 6,032, 62
" 1950 9,436.93
1" 1951 8,680.21}

Appel lant_is a Delaware Corporation doing business in

Los Angeles, California, National Linen Service Corporation
hereaffer referred to as "National", owned 58.,64% of Apggl-
lant's Class A preferred stock and 58.29% of its Cass
referred stock durlng the years involved herein. = Linen

ervice Corporation of TexaS, a subsidiary of National, owned
99,99% of Appellant's comon stock from 1939 to 1947 when it
was merged with National, Since 1947 National has owned this
common Stock itself.

All of these corporations were in the linen supply busi-

ness.  National began its linen supphy_bu3|ness nmany years
ago in the southeaSt portion of the United States. "It later
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Appeal of United Li nen Supply Conpanv

organi zed Linen Service Corporation of Texas to expand its
business to the southwest and further extended its activi-
ties when it acquired Appellant's stock in 1939. In 1945
itacquired a part interest in Galland Linen Supply Conpany
which operated in the San Francisco area. | n 1948 Galland
Linen was merged into National with the result that at the
end of that year National operated through various branches
and one subsidiary (Appellant). In 1955 Appel | ant was
nerged into National.

. Appellant and National had interlocking boards of
directors, The president of National was also the pres
of Appellant. Sales and managerial personnel were shift
bet ween the various branches of National and Appellant.
National's central office provided accounting services to
each branch office and to Appellant. National did the billin
for most of the branch offices, but did not performthis book-
keeping service for Appellant.

dent
ed
0

Appel l ant and National rented linen supplies and towels
to business concerns and individuals, e?g” bar ber shops,
nmotels, restaurants, and professional offices, such as those
of doctors and dentists. The linen supplies were rented,
clean to the custoner at an agreed upon price. As the linens
becane soiled they were picked up at prescribed intervals and
replaced with clean linens. The Appellant, and each of the
branches of National, operated plants where the linens were
washed and stored. They also maintained fleets of delivery
eqU|Rnent,to get the clean linens to the custoners and to pick
up the soiled linens.

National also engaged in manufacturing operations and
produced sone of them%oods and equi pment uSed in the renta
operations, such as white goods (towels, Iinens, and garnents),
soap, cabinets, laundry machinery and truck bodi es. hese were
available to Appellant at cost, ~ National also centrally pur-
chased goods, including linens and office supplies, from other
manufacturers in large quantities. Appellant purchased these
goods from National at cost plus two percent. ~Approximtely
one-third of the cost of Appellant's total purchases for the
years in question, including such items as fuel and powver,
represented purchases from National. Approximately one-half
ﬁftjtsltotal purchases of linen, the largest item was from

ational ,

Appel lant filed separate franchise tax returns for the
years In issue and reported its inconme and expenses upon a
separate accounting basis. Since the nmerger of Galland Linen
SuPpIy Cpnpany wi t'h National in 1948, National has filed
California returns for each year, in which it conputed income
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trneal Of United Linen SupplyCompany

attributable to the San Francisco branch by the three factor
formula of property, payroll and sales (rental receipts).
The Franchise Tax Board determned that Appellant, National
and Linen Service Corporation of Texas were engaged in a
SInP|€, unjtary business and computed Appell|ant's tax by

apP ying the three factor fornula of payroll, property, “and
sales to the conbined income of the group.

_Appel [ ant contends, initially, that its incone cannot be
conbined with that of National and Linen Service Corporation
for purposes of allocation because its income is derived
solely fromsources in this State. The application of the
al location_provision, Section 10 of the Bank and Corporation
Franchise Tax Act (later Section 24301 and now Section 25101
of the Revenue and Taxation Code), is prem sed upon the re-
quirenent that the income of the bank or corporation be
“derived fromor attributable to sources both within and wth-
out the State." Appellant's contention, however, seens to us
to be but another way of making the argument that was nmade in
Edison California Stores v. MeColgan, 30 Cal. 2d 472, nanely,
fhat_only tNe recerpis of,thé"TﬁEf%Té entity shoul d be use
to determne whether the income is "attributable to sources
both within and without the State" regardl ess of whether the
Instate entity contributes to or is dependent upon the entire
busi ness operation conducted by the same unit of ownership.
The argument nust be rejected as it was in the Edison Cali-
fornia Stores case, supra. None of the cases ré&lTed upon by
ApPellant T0 support its contention applies to the situation
betore us. In lrvine Co. v. McColgan,26 Cal. 2d 160, the
only California™ase cited and’TﬁEjbﬁe nmost nearly in point,
the court decided that a corporation engaged in business in
this State was not doing business outside of the State where
its products were sold outside of this State solely through
| ndependent Dbrokers,

_ The test used to decide whether the income of a business
|s_$ubjecttto allocat%Pn |sEﬁhethe%B?{fnot.th%Hbu5|ne%s s a
unitary enterprise, ge: lson ifornia Stores, Inc. v,
McColgan, 30 Cal . 2d 472; BUTTEer Brothers v, McColgan, 1/ Cal.

- affid, 315 U.S. 50T, And in Edison CalTToOrna Stores,
supra, the court said, at page 481. #If t{he operation of tnhe
portion of the business done within the state Is dependent
qun or contributes to the operation of the business w thout
the state, the operations are uhitary; otherwise, if there is
no such dependency, the business within the state nmay be con-
sidered to be separate,”

Ve think the required dePendency and contribpution are
Present here. Al'though Appellant pufchased locally sonme of
he materials used in"its operations, the parent corporation
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furnished fromits manufacturing plants or through its quan-
tity purchasing a substantial proportion of the Itens used
pellant. ~Manufacturing and purchasing in |arge

quant|ties undoubtedly reduCed costs, thus™ benefiting the
Appel lant, while at the same tine the operations of Appellant
contributed to the economes which benefited the entire busi-
ness. Centralized management permtted a quality of personnel
which, if each corporation were seParatmaé operated, would
Egobably have been, in the words of the California Suprene

urt in the Butler Brothers case, supra, "oo expensive t? be

racticable "~Centrarized accounting also was provided, al-

hough Appellant did its own billing to customers., By |
spreading the costs of these serviceS over the entire business,
each branch and subsidiary enjoyed better service than it could
have provided for itself,” From the foregolng It appears that
the operations of each branch and subsidrary” both ‘contributed
to and depended upon the business of the others. W concl ude,
accordingly, that the entire business was unitary.

Appel lant's statement that there is no case holding this
doctrine ap?llcab[e to a linen supply business is apparently
true. But there is no need to find a case dealing with an
I dentical business. Service businesses have been considered
unltarzy. See: Pacific Fruit Express Co. V. McColgan, 67 Cal.
App. 2d 93, and Appeal_of Naffipurton O \W|T Cementing
Company, decided by this Boarg on April 20, 1955. Were con-
trﬁ%tum:and dependency exist between the various parts of a
business it should be "considered unitary whether products or
services are sold.

_ Actual Iy, Appellant's primary argunment is not that there

is neither contribution nor denendencv present here. Rather.

It contends that the test is hbw, "considering *the necessities
of the case,' the business had to be operated.™ (E@?ﬁa5|s Dy
Appel lant.) In support of this contention it cites State ex

rel Maxwell v. Kent Coffee Mg. Co,, 204 N.C 365 7TI68 S.E. 397,
and Adams_Expr eSS _Co. v. Ono otate Auditor, 165 U'S. 194,

It appears that Appellant adverts to the earliest concept
of a unitary business and has failed to note that the test has
been |iberalized since the time of the decisions it cites.

See Butler Brothers v, McColgan, 17 Cal. 2d 664 at 667 and 668,
and 315 U. S, fOl at 508: Bdiscn California Stores._ Inc. v
McColgan 30 . 2d 1,72; Jokn Jeere PLOW CD. V. fTanchise Tax

oard, 38 Cal. 2d =214, appéal dism Ssed 343 U.S. 939. “Adans
Express Conpany, supra, was cited by the court n Bucler

1otners, as a break fromthe theory that a physical TTnk was
a requisite of the unit rule, In none of these |ater cases
did the court adopt the I anguage enphasized by Appellant. In
the [ight of these authorities Wwe have no doubt that Appellant
was engaged in a unitary business with National and Linen
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Service Corporation.

Appel l ant argues that even if it may be considered to be
engaged in a unitary business, the three factor fornmula of
property, payroll and sales when applied to its business is
arbitrary, unreasonable, and results in the taxation of
extraterritorial income. ~To support this contention it has
submtted volum nous statistical data_pu&ggrtlng,to show t hat
these factors did not produce income in California to the
sane extent that they did in other states in which the unitary
busi ness was conductéd. It points out that conpetition was
keener in California, necessitating extra and more costly
services and that its labor costs were higher here, all
resulting in a lower margin of profit.

_ This is the same argument made by the taxpayer and re-
jected by the California Suprene Courf in John Déere Plow Co.
v, Franchi se Tax Board, supra. _In that caSe the court noies
thal” The Taxpayer showed variations from the national average
in the ratios of wages to sales, property to sales and sell-
ing and general expenses to sales and yet it approved the

useé of the fornula, It stated (at p.” 224): "The fact that
the taxpayer may show that according to a separate accounting
system the activities in the taxing state were less profit-
able than those without the state, or even resulted in a

| oss, does not preclude use of a formula as a method of
apportionnment of the unitary inceme .,.. Varying conditions
in the different states wheréin the integrated parts of the
whol e business function nust be expected to cause individual
deviation from the national average of the factors in the
formula equation, and yet the nutual dependency of the inter-
related activities in furtherance of the entire business
sustains the apportionment process,"

Appel | ant contends that .its case is distinguishable from
John Deere Plow Co,, supra, inthat it is proposing alternate
formulas whereas the taxpayer in that case sinply wshed to
use its separate account& systemto deternmne the incone up-
on which the tax should be conmputed. Appellant asks us to
require the Franchise Tax Board to use one of the suggested
alternate formulas because, it argues, the Franchise Tax Board
nay only use the property, payroll, sales fornmula until "a
better and nore accurate® one’is pointed out to it. It is the
Franchi se Tax Board, however, aad not this Board in which is
vested the discretion to make such adjustments, The decision
of the Franchise Tax Board may be set aside only if Appellant
establishes by "clear and cogent evidence" that the refusa
by that Board to make the deSired adjustnments in its formula
allocation wll result in "extraterritorial values" being

taxed (Butler Brothers v, McColgan, 315 U. S, 501). Appel-
lant's only evidence 1s its Separate accounting data referred
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to above. This does not satisfy the "clear and cogent
evi dence" requirenent,

~ Cases sustaining the Franchise Tax Board where it re-
quired the use of a orm;lq ot her. than the property, payroll,
sales formula, e,g., Pacific Fruit Express Co. V. MgColganL

suP[a, and Matson Navigation Company v. State Board of Fquali-
zation, 3 Cal, 2d 1, do not support Appellant's poSition,

Inasmuch as there is an obvious difference between sustainin
the taxing agency's exercise of the discretion granted it an
requiring it "to adopt a specific fornula urged Upon it by a
given taXpayer,

Ses ome ewm oms

Pursuant to the views expressed in the Qpinion of the
tBﬁardf on file in this proceeding, and good cause appearing
erefor,

I T I'S HEREBY ORDERED, ADJUDGED AND DECREED, pursuant to
Section 25667 of the Revenue and Taxation Code, that the action
of the Franchise Tax Board in denying the protests of United
Linen Supply Conpany to proposed assessnents of additional fran-
chise taxes in the'total amount of $73,878,09 for the incone
years ended March 31, 1941, to March 31, 1951, inclusive, be
and the same is hereby sustained,

Done at Sacramento, California, this 19th day of February,
1958, by the State Board of Equalization,

Geo. R _Reilly , Chai rman
J. H, QUi nn , Menber
Paul R _Leake , Member
Robert E. McDavid , Menber

Robert C. Kirkwood , Menber

ATTEST: Dixwell L, Pierce , Secretary
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